General Business Conditions 


HE month of March has been on the 

whole an encouraging period for 

American business, with trade and 

production both showing an upward 

trend except as the floods in New 
England and the Ohio River basin have inter- 
fered. The upturn dates from the improve- 
ment in the weather toward the end of Feb- 
ruary, and is taken as evidence that the slack- 
ening of business through January and Feb- 
ruary was caused chiefly by the severity of the 
Winter, transportation difficulties, and other 
temporary or seasonal influences. With these 
out of the way the turn for the better was 
immediate. Even in January and February 
most general business indexes were 6 to 8 
per cent ahead of the same months last year, 
and the improvement warrants the opinion that 
gains through the Spring will be fully as satis- 
factory. 

The floods have not seriously diminished 
the prevailing optimism, despite the setback to 
production in the steel, coal, wool, and other 
industries, to railway operations, and to trade 
in the affected areas. Floods are very spec- 
tacular, and for this reason early estimates of 
the damage caused generally prove to be exag- 
gerated. In any event, the stoppage of produc- 
tion and interference with retail business is 
temporary. All reports agree that rapid pro- 
gress has been made toward getting factories 
back to work, and the temporary unemploy- 
ment is already being made up by the in- 
creased number of workers engaged in replace- 
ment and reconstruction. The real loss caused 
by the floods is the loss of capital represented 
in the equipment and materials destroyed; and 
this loss will be met out of reserves and by 
borrowing, so that its effects will be spread 
thinly over the future. For the present the 
emphasis will be on the work of reconstruc- 
tion. The disaster supplies a lesson as to the 
function of corporate reserves, also as to the 
service of the credit system, which enables 
the losses caused by natural calamities to be 
spread over a longer time, and makes them less 
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burdensome on the immediate business situa- 
tion. 

Another unsettling development of the 
month was the crisis in European political 
affairs. On this side of the ocean, however, 
the disturbance has proved temporary. Stock 
and bond prices have recovered part of the 
ground lost early in the month, and com- 
modity prices have held generally firm. 


Good Second Quarter Expected 


With due consideration of the difficulties, 
the view that the Spring season will be the 
best in six years is prevalent. In estimating 
the outlook business men have put stress upon 
the farm purchasing power, the prospective 
larger Government disbursements, and im- 
provement in the capital goods industries. In 
all these respects the development of the situa- 
tion since the first of the year has been in 
accord with expectations. 

In the first two months of 1936 the cash in- 
come of farmers was $1,027,000,000, of which 
only $1,000,000 was received as rental and 
benefit payments. This compares with $974,- 
000,000 in the same period last year, of which 
$122,000,000 came from the A.A.A. Payments 
still due under the A.A.A. will soon be made, 
followed in due course by the payments under 
the new Soil Conservation Act, and the total 
going to the farmer under various appropria- 
tions will exceed $750,000,000. President Roose- 
velt has asked for a new relief appropriation 
of $1,500,000,000, and of course the bonus pay- 
ments will add further to the national income. 

Moreover, all figures indicate that the in- 
dustries are increasing their capital expendi- 
tures. Machine tool orders made a further gain 
in February and were more than double the 
1935 volume. The machinery industry had a 
greater gain of employment in February as 
compared with a year ago than any other. Re- 
ports from agricultural implements and electric 
equipment are all favorable. 

Likewise, the building figures are showing 
the gains anticipated. Total contracts awarded’ 
during the first half of March were 70 per cent 
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larger than a year ago and residential contracts 
96 per cent larger. The privately-financed 
work contracted for, on a daily average basis, 
was the largest since the early stages of the 
depression. 


Retail Trade and Automobile Sales Up 

The indications of trade revival have been 
particularly marked in retail reports and auto- 
mobile sales. With three weeks of bad weather 
in February, department store sales neverthe- 
less increased 13 per cent over February, 1935. 
More than half of this increase is attributable 
to the extra day this year, and February last 
year was not too good a month; however, the 
figures were slightly better than in January 
after seasonal allowance. Chain store sales 
were up 7% per cent. Preliminary figures in- 
dicate that outside the flood areas these gains 
have been exceeded in March. In New York 
City department store sales were up over 11 
per cent during the first half of the month, 
and in numerous other cities the increase has 
been considerably greater. 

Since the increase in general trade has fully 
equalled the increase in production, there is no 
evidence that excessive inventories are ac- 
cumulating. 

Automobile sales likewise improved with 
sufficient rapidity toward the end of February 
to make up for the slow start, and the month’s 
total exceeded last year’s. Preliminary reports 
leave no doubt that March will show substan- 
tial gains. Used car sales have increased. Fac- 
tory operations have been raised roughly 50 
per cent above the February low. As the in- 
dustry admittedly did part of its 1936 business 
in the last quarter of 1935, its continued sales 
gains are evidence of the increased purchasing 
power. 

The steel industry was the chief sufferer 
from the floods. Mill operations were on their 
way to 60 per cent of capacity, the highest 
figure since 1930, when interrupted by the 
temporary sharp decline in the Pittsburgh area. 
However, the rehabilitation of the Pittsburgh 
mills was extraordinarily rapid, and the rise 
has been resumed, reflecting the expansion 
of automobile and building operations, general 
industrial requirements, and the good orders 
in hand for railway steel. Another cause of 
the uptrend, of a less permanent character, is 
the establishment of firmer prices for second 
quarter delivery, which led to orders for ship- 
ment at first quarter quotations. 

Crop Acreages Increased 

Interest in crop prospects is ordinarily lim- 
ited at this season of the year, inasmuch as the 
information available is confined to reports of 
soil conditions and of farmers’ planting inten- 
tions, which are inconclusive. However, the 
uncertainties this year, arising from the in- 
validation of the Agricultural Adjustment Act, 
give the early indications unusual importance. 
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Unless farmers modify their preliminary 
plans a substantially larger acreage will be put 
in cotton, wheat, corn, tobacco and other com- 
mercial crops than for two or three years past. 
The Department of Agriculture’s annual re- 
port of planting intentions, as of March Ist, 
indicates that the Spring wheat acreage will be 
increased this year 19.2 per cent, and will be 10 
per cent over the 1928-32 average. As the Win- 
ter wheat acreage is the third largest on record 
the total wheat area will be one of the largest 
in our history. The Department also expects 
increases of 6.5 per cent in corn, 13.9 in flax- 
seed, 11.7 in rice, 9.8 in tobacco, 8.2 in peanuts 
and smaller increases in hay, barley and oats. 
It is stopped by law from making a report on 
planting intentions in cotton, but private re- 
ports uniformly indicate an increase, with the 
average around 15 per cent. 

These increases are not abnormal. In the 
view of the Department, they are “about what 
would ordinarily be expected as a result of 
present supply and price conditions and pros- 
pective requirements for feeding livestock”. In 
short, they represent the natural response of 
farmers to the guidance of supply and demand. 
The Spring wheat increase reflects “several 
years of low wheat production, below average 
prospects for Winter wheat, low wheat stocks, 
and prices that are high compared with prices 
of other grains”. The acreages planned for 
other leading cash crops are conservative, and 
in most cases below the 1928-32 average. The 
expected acreage in feed grains is about normal. 

Soil moisture conditions for the most part 
are satisfactory. The exception is the “dust 
bowl” extending from central Kansas west- 
ward and southward, including western Okla- 
homa and western Texas. This area is still 
short of moisture. 


The Soil Conservation Program 

Whether the figures above given will be 
altered by the operation of the Soil Conserva- 
tion Act, which replaces the A.A.A., is uncer- 
tain. The Department’s survey of planting 
intentions was made before the farmers knew 
precisely how the Act would affect them, and 
they may still modify their plans. Secretary 
Wallace has been vigorous in his warnings of 
catastrophe unless farmers cooperate in shift- 
ing crop land into grass. 

Details of the program under the Act were 
announced March 21. The purpose is to change 
over about 30 million acres of soil-depleting 
crops, which include most of the commercial 
crops, to soil-conserving and _ soil-building 
crops such as the legumes and perennial 
grasses. As an incentive, farmers are offered 
an average payment of $10 per acre for making 
the shift. 

The mechanism for administering the Act is 
very similar to that of the A.A.A. It involves 
the determination of a base acreage for each 





individual farm, and the restriction of planting 
of soil-depleting crops to a fixed percentage 
of the base acreage. This percentage will be 
determined by the central planning body, and 
evidently will vary according to the market 
for each commodity and according to the 
fluctuations of farm income, which the ad- 
ministrator is supposed to maintain at a parity 
with non-farm income. This year payments 
will be made to farmers for reductions from 
their base acreage of up to 35 per cent in 
cotton (but the total reduction in any county 
is not to exceed 25 per cent); 30 in tobacco; 
20 in peanuts, flaxseed and rice; 3314 in sugar 
beets and cane; and 15 in all other crops. “The 
bases for individual farms will follow in the 
main the bases previously established”, name- 
ly, those of the A.A.A. In addition to the “soil- 
conserving” payment, a “soil-building” pay- 
ment will be made up to $1 for each acre in 
soil-conserving and soil-building crops. 

These details indicate that the operation of 
the new Act will follow the lines of the A.A.A. 
so closely as to be in practice indistinguishable, 
with the important difference that the farmer 
will sign no contracts, but will carry out his 
program voluntarily and then claim the pay- 
ments. 

Neither the Department’s figures on the 
wheat acreage nor the private estimates of 
cotton acreage, above given, are likely to be 
changed much by this program. Mr. Wallace 
states that it is probably too late to have any 
effect on the 1936 wheat crop, since Spring 
planting is now under way. The estimates of 
an increased cotton acreage generally make 
allowance for the program; otherwise a larger 
increase would be expected. 


Farm Price Prospects 


Although the acreages indicated are officially 
described as “normal,” and short supplies ob- 
viously call for an increased output of many 
farm products, a question as to the possibility 
of a renewed overproduction and declining 
prices naturally arises. Farm markets have 
been slightly easier during March, as the acre- 
age prospects have taken shape. Secretary 
Wallace has made a bearish analysis of the 
wheat and corn-hog situations. Average yields 
on the wheat acreage indicated would produce 
a crop of 750 to 800 million bushels. This 
would provide a surplus about 150 million 
bushels above domestic requirements, and the 
official view of the Department is that this sur- 
plus would depress prices until our wheat could 
compete once more in the world markets. Ina 
free market this would doubtless be so. How- 
ever, the surplus has not yet been grown, and 
if it appears part of it will be needed to restore 
normal reserves of millable wheat. Moreover, 
the Government in past seasons has subsidized 
exports of wheat and flour in order to lift pres- 
sure from the domestic markets, and the Secre- 
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tary will have funds at his disposal if a similar 
course should be decided upon this year. 

On the cotton acreage now expected an 
average yield would produce a crop in the 
12% million bale range. This is small by com- 
parison with many pre-depression crops, but is 
probably as large as the world will absorb, in 
view of the expansion of foreign growths since 
1933. According to a late estimate, foreign 
cotton crops in the current season will reach 
the record total of 15,266,000 bales, an increase 
of 1,300,000 over the previous season and of 
4,500,000 in three years. 

Mr. Wallace made a particularly bearish 
statement as to the hog prospect. Looking into 
1938, he said that cheap hogs, priced around 
$5 a cwt., were a certainty regardless of the 
effect of the soil conservation program. As he 
does not know, of course, what the demand for 
pork will be in 1938, or what prices people will 
be able to pay for it, this prediction is based 
wholly upon the rising trend of hog numbers 
which began with the crop farrowed last Fall. 
During the next three months, slaughter sup- 
plies of hogs will be much larger than in the 
same months last year; weights will be heavier; 
and the abundant supply of corn at prices that 
are low relative to hog prices is expected to 
keep hog numbers increasing. Nevertheless, 
the rising cycle has thus far gone but a little 
way. The expected Spring pig crop of about 
38,000,000 is 25 per cent larger than 1935, but 
with that exception one of the smallest in the 
available records. Total slaughter supplies this 
year will be the smallest, except for 1935, in 
at least twenty-five years. 

The probability of larger supplies of the 
products described naturally inspires some 
reservation as to their prices next Fall. How- 
ever, the picture is entirely tentative and the 
offsetting considerations are very important. 
The demand for farm products is as influential 
as the supply in making the price. General 
business improvement with larger employment 
and payrolls is a favorable factor, expected to 
increase consumption of meat and dairy prod- 
ucts particularly. All studies of farm income 
indicate that it tends to follow the curve of 
industrial employment more closely than it 
follows the fluctuations in the volume of farm 
production, for the obvious reason that when 
city people are employed they can pay more 
for the farm products they purchase, either by 
using more or by paying higher prices for 
what they use. Moreover, if prices decline 
moderately by reason of a larger production, 
the farmer will have more to sell and it will 
be produced at a lower cost. The increase in 
the income of those handling farm products is 
also to be considered. 


Money and Banking 


Banking statistics of the past month were 
highly colored by Government financial opera- 
tions centering around the quarterly tax date. 
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Income tax receipts during the month, up to 
the 26th, totaled $403,000,000 as against $320,- 
000,000 in the same period of last year and 
reflected the recovery in corporate and indi- 
vidual incomes last year. New financing totaled 
$1,900,000,000 and consisted of $1,223,000,000 
of 12/15 year 2% per cent Treasury bonds and 
$677 ,000,000 of 1% per cent 5-year notes. 

Of the total of $1,900,000,000 of new Treasury 
issues, $1,356,000,000 was sold for cash, and 
the balance was exchanged for an equivalent 
amount of Treasury notes maturing April 15. 
Inasmuch as the Treasury paid off $452,000,000 
of short-term Treasury bills, the net amount 
of new money called for was $904,000,000, 
which carried the public debt to a new high 
at $31,437,000,000. 

The new offerings met with a highly favor- 
able reception, being more than seven times 
over-subscribed, with the additional feature 
that for the first time the subscription to the 
long-term bonds exceeded those to the short- 
term notes. Of the cash subscriptions accepted, 
$727,000,000 were for the bonds and $629,- 
000,000 for the notes, while of the April 15 
notes turned in for exchange about 90 per cent 
were converted into the bonds. 


Bank Reserves Lower 


Member bank reserves, and the excess of 
reserves over legal requirements, declined by 
approximately $750,000,000 during the four 


weeks ended March 25, “excess” reserves re- 
ceding to $2,310,000,000, at which point they 
were about a billion dollars under the peak 
reached last December. These declines had 
little or no effect upon the money market, 
partly because of the large total of “excess” 
reserves remaining, and partly because the de- 
clines themselves were understood to be due 
to temporary causes—to wit, revenue collec- 
tions and cash payments for new Treasury 
issues which sooner or later will come back 
to the market in the form of Treasury dis- 
bursements. 

Bank holdings of Government direct and 
guaranteed securities showed a further increase 
during the month, due to the new Treasury 
financing. “All other” loans of the weekly 
reporting banks, considered roughly indicative 
of commercial borrowing, increased moder- 
ately, in accordance with the seasonal tendency, 
but on March 18 were still only $113,000,000 
larger than a year ago. 


Governments Feature Strong Bond Market 


Government bonds had another good month 
during March, receding a trifle when the 
foreign news became particularly disturbing, 
but coming back strongly in the latter part of 
the period to new peak prices for many of the 
long-term Treasury issues and for certain of 
the guaranteed issues. Both new issues sold 
March 15 went to substantial premiums, the 
long-term 234s and the 5-year 1%s reaching 


101 31/32 and 101 7/32 respectively. This 
strength of the long-term issues, together with 
the preference shown by the market for the 
longer of the two March issues, supports other 
indications of considerable shifting of late into 
long-term issues by investors who have become 
discouraged by the low yields on early maturi- 
ties. 

The heavy volume of refinancing continues to 
be the feature of the corporate bond market. 
During January and February nearly $500,- 
000,000 of new securities were sold to replace 
higher coupon issues. Total bond offerings for 
March were probably in excess of $530,000,000, 
mostly for refunding purposes. 


Business Profits in 1935 


A large number of additional reports of lead- 
ing corporations for the year 1935 have been 
published during the past month and confirm 
the generally favorable trend indicated by the 
tabulation given in our March issue. The 
grand total of 2,010 industrial, public utility 
and financial companies summarized on the 
next page shows combined net profits, less 
deficits, of approximately $2,541,000,000 in 
1935 as compared with $1,789,000,000 in 1934, 
representing an increase of 42.0 per cent. Upon 
the aggregate net worth of $49,824,000,000 the 
rate of return was 3.5 per cent in 1934 and 5.1 
in 1935. The totals for this group of leading 
companies, of course, are only partially in- 
dicative of the results for all corporations in 
the United States, numbering over 500,000. 
They show only the trend of the year. 

Manufacturing and Trading Companies 

A revised tabulation of some 1,490 manu- 
facturing and trading companies shows com- 
bined net profits, less deficits, of approximately 
$1,635,000,000 in 1935 as compared with $1,- 
091,000,000 for the same companies in 1934, 
representing an increase of 49.7 per cent. 
These companies had an aggregate net worth 
of $24,583,000,000 at the beginning of last year, 
upon which the average profit rate of return 
was 6.7 per cent, as against 4.3 per cent in the 
preceding year. These rates of profit return 
upon net worth are considerably above the 
rates of profit upon sales, for which figures 
are given in a later table. 

An examination of the tabulation will show 
that of the 53 major industrial and trading 
classifications for which reports of representa- 
tive companies are available, 38 increased their 
profits last year and 4 turned a deficit into a 
profit, but 11 made a poorer showing. Like- 
wise among individual companies, the majority 
showed an improvement yet a surprisingly 
large number (32 per cent) suffered a decline in 
earnings or fell back into the red because of 
the increase in raw material prices, labor costs, 
processing and other taxes levied by federal, 
state and local governments and, in some in- 
stances, because of losses due to strikes. 
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SUMMARY OF CORPORATION PROFITS FOR YEARS 1934 AND 1935 
Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges and 
Reserves, but Before Dividends. 


Net Worth Includes Book Value of Outstanding Preferred and Common Stock and 
Surplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 








Net Profits Per Net Worth Per Per Cent 
Years Cent January 1 Cent Return 
Industry 1934 1935 Change 1934 1935 Change 1934 1935 


Agricultural Implements 2,525 $ 34,330 $ 451,205 $ 445,089 
Amusements 7,901 14,270 i 238,737 242,699 
Apparel 4,635 7,080 : 117,857 115,746 
Automobiles 84,674 200,075 5 1,254,441 1,234,576 

25,216 58,754 a 354,144 359,607 


Aviation D-1,667 5,106 104,523 100,228 
Bakery * 19,569 5 331,809 319,884 
Building Materials 11,449 “ 581,467 562,931 
Chemicals 118,678 t 1,244,359 1,270,710 
Coal Mining 9,647 559,241 496,193 


Confectionery & Bev. ......s000 31,589 i 162,483 159,791 
Construction D-2,140 78,791 71,941 
Containers 45,545 4 f 375,438 390,314 
Cotton Mills 3,524 281,490 266,824 
Dairy Products 13,851 17,950 4 311,021 304,134 


Drugs and Sundries ... ie 38,187 37,709 rl 257,133 262,592 
Electrical Equipment . ‘ee 20,152 59,586 J 917,675 913,335 
Fertilizer oe 2,267 3,639 g 81,438 80,381 
Food Products—Misce. . om 71,450 67,602 " 658,658 668,316 
Hardware and Tools oa 4,957 8,775 7 155,355 148,096 


Heating and Plumbing we 4,34 11,327 : 320,630 313,674 
Household Gds. and Sup. ...... 2 35,229 3 424,671 421,858 
Ice and Cold Storage 3,280 } 92,513 92,313 
Iron and Steel ate 48,148 3,672,329 3,603,298 
Leather Tanning (a) 2, 4,414 78,352 76,995 


Liquors 21,009 106,754 126,638 
Machinery 22,090 415,968 410,672 
Meat Packing A 25,344 609,849 559,332 
Mdse.—Chains, Food .... 16,043 195,716 195,052 
Mdse.—Chains, Other .... int 88,532 565,829 591,209 


Mdse.—Dept. Stores ... as 5,671 10,165 247,831 250,622 
Mdse.—Mail Order wa 28,023 38,446 325,656 336,157 
Mdse.—Wholesale, etc. ae 6,369 5,239 108,048 110,272 
Mining, Copper abs 7,175* 33,962 1,058,113 1,034,097 
Mining, Other Non-fer. . 62,739* 85,877 848,642 864,154 


Office Equipment 17,874 24,259 187,274 193,951 
Paint and Varnish .... de 7,043 9,596 104,748 107,367 
Paper and Products 7,745 9,263 279,717 276,560 
Petroleum 54,678 107,651 2,699,757 2,392,706 
Petroleum—Pipe Line 1,741 58,630 56,564 


Printing and Publishing 11,616 142,774 145,423 
Railway Equipment 940 690,477 
Restaurant Chains 509 58,542 
RUDWSP TITSE, GEC. cece ccicccseccesesce 12,665 431,431 
Shipping 439 110,149 115,427 


Shoes 175,673 170.257 
Silk and Rayon 152,526 151,883 
Sugar 423,487 414,818 
Textile Products—Misce. ......... 9,347 155,929 150,182 
Tobacco 87,640 841,608 824,962 
Wool 4,839 131,163 121,300 
Miscel.—Manufacturing " 63,119 623,570 633,584 
Miscel.—Services 13,882 252,895 247,776 
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25,155,581 24,582,940 


12,187,617 11,987,848 
5,450.854 5,370,247 
3,376,072 3,309,005 

585,416 561,448 
1,936,369 
549,998 


Total Mfg and Trading 1,091,485 1,634,847 


Class I Railroads we  D-29,438 D- 288 
Electricity, Gas, ete. (b) F 308,325 
Telephone and Telegraph 157,166 
Street Railways 

Banks and Trust Cos. . eae 

Insurance Companies (C)........ 

Investment Trusts () ........0. 1,040,734 4 
Sales Fimance CoO, .scccccsceeeeeee ‘ 237,161 240,822 
Real Estate D-3,878 140,388 134,241 


+++] [++ + ++ 
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Grand Total $1,789,141 $2,541,138 . $50,660,190 $49,823,783 — 1.7 


D—Deficit. (a) Sample not representative of all branches of the industry because of the limited number of 
published reports available. (b) Figures refer to shareholders only. Because of the large proportion of bonded 
indebtedness, actual return on the property investment is less than the above. (c) Fire and casualty. Figures 
represent shareholders’ combined gains or losses on underwriting and investments. (d) Net income shown as re- 
ported, not including such profits or losses on investments sold as were carried directly to surplus or reserves, 
or changes in the market value of portfolios. * Before certain charges. 
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As noted in our article last month, the earn- 
ings for the full year 1935 were swelled mate- 
rially by the unusual activity of the motor and 
allied industries in the fourth quarter that re- 
sulted from the advance of two months in the 
automobile season. This may be seen from the 
chart below, which shows an index based upon 
quarterly net profits of 200 leading industrial 


corporations, adjusted for seasonal variation: 
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The extent to which the unusually high 
profits of the fourth quarter represent business 
taken from 1936 cannot be determined until 
reports for the first quarter of this year be- 
come available. 


Public Utility and Financial Companies 

In most lines other than manufacturing and 
trading, the trend of earnings last year was 
favorable but by no means uniformly so. The 
combined statement of the 149 Class I steam 
railroads showed a reduction of the deficit after 
operating expenses, interest charges and taxes 
from $29,438,000 in 1934 to $288,000 in 1935, 
but these figures are the balance after offset- 
ting the earnings of a few large systems 
against the losses of the majority of railroads, 
and of course such pooling does not take place 
in actual practice. Taken as a whole, the 
American railroads have made no net return 
since 1931 upon their shareholders’ equity of 
more than $12,000,000,000 but have suffered a 
loss of $196,000,000 instead. Although they 
had no net earnings during these four years, 
they paid taxes totaling $1,001,000,000. 

Last year freight and passenger revenues 
recovered by approximately $179,000,000, but 
$150,000,000 of the increase was absorbed by 
higher operating costs, including the restora- 
tion of wages to the 1929 level. At the begin- 
ning of this year 42,168 miles, or 17 per cent 
of all railway mileage in the country, was being 
operated by receivers or trustees, the largest 
figure at any time since the tabulation of official 
statistics was begun in 1894 and probably the 
largest in history. In addition, 32,344 miles is 
in process of reorganization, so that the com- 
bined mileage in receivership, trusteeship or 
reorganization is 74,512 or 30 per cent of the 
total, and the failure of many other roads has 
been averted or postponed only by the loan of 
government funds. 















































Public utility companies supplying electric 
light and power, gas, etc., have continued to 
make a fairly good showing despite the lower- 
ing of rates and the heavy taxes that they are 
compelled to pay. A group of some 95 of the 
more important operating systems had an ex- 
pansion of 5.0 per cent in gross revenues last 
year and a rise of 9.9 per cent in net income. 
Upon their shareholders’ equity of $5,370,000,- 
000 the net income equalled 5.7 per cent. 

The great increase of taxes during recent 
years, particularly the so-called “indirect taxes” 
which the consumers, whether they realize it 
or not, pay as part of the cost of the product 
or service, is well illustrated by the utility in- 
dustries. Doubtless there are many people 
who do not realize that over fourteen cents out 
of every dollar they pay for electric service 
goes for taxes, and that the tax bill of the in- 
dustry averages about $11.25 annually for 
every electric meter in use, or that the Bell 
Telephone System collects each year for the 
various governments an average of $7.06 for 
every telephone in service. It is estimated 
that new federal taxes, including those for un- 
employment compensation, will add $9,000,000 
more to the telephone tax bill in 1935, $11,000,- 
000 to the electric light and power tax bill and 
$16,000,000 to the railroad tax bill, with a rapid 
expansion in future years as the rates become 
progressively higher. 

The summary of insurance companies and 
investment trusts shows that they benefited 
last year from the rise of security prices, but 
earnings of banks were held down by the 
abnormally low level of interest rates. 

Profit Per Dollar of Sales 

The margin of profit on sales is fully as sig- 
nificant a ratio as the rate of return upon 
capitalization, but many companies do not 
include sales figures in their published state- 
ments and it is therefore impossible to tabulate 
up-to-date profit margins for all leading com- 
panies. The official statistics for the manu- 
facturing industries as a whole during the 
period 1921-1933, summarized in the Bank 
Letter last month, showed that statutory net 
income after taxes averaged 3.07 per cent of 
sales and other income, ranging from 5.49 per 
cent in 1923 to a loss of 5.97 per cent in 1932. 

Taking a list of 331 manufacturing com- 
panies, including many of the largest and most 
successful organizations in their respective in- 
dustries, which did issue sales figures last year, 
the ratio of net profit to sales is given on the 
following page, with comparative rates for the 
preceding year. Similar ratios are also given 
for 59 merchandising companies. 

It will be noted that about half of the manu- 
facturing groups listed made a wider profit 
margin in 1935 than in 1934, while half had 
a narrower margin. In other words, the general 
rise in dollar profits was not primarily the 
result of a general widening in profit margins 
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Net Profit on Sales of Leading Corporations 
In 1934-35 


(In Thousands of Dollars) 
Profits 
Sales Profits to Sales 
Manufacturing 1935 1935 1935 1934 


Automobiles $1,945,216 $198,762 10.2% 6.4% 
Auto Accessories ... 155,296 11,104 71 6.2 
Chemicals 212,486 31,294 14.7 
Cotton Mills 135,742 D-1,716 D-13 
Dairy Products .... 566,318 15,382 2.8 
Drugs & Sundries ... 286,688 20,390 72 
Electrical Equipment 504,053 46,266 9.2 

Food Prod.—Misc... 234,264 13,492 5.7 
Household Goods ... 366,867 29,064 7.9 

Iron & Steel 1,423,308 26,724 1.9 
Liquors 150,002 16,342 10.9 

Meat Packing 2,093,614 24,259 1.2 
Petroleum 1,253,461 81,414 6.5 
Rubber Tires, etc.... 567,106 16,896 3.0 

Shoes 183,783 12,708 6.9 

Mise. Manufacturing. 1,480,297 103,646 7.0 





Total Manufacturing. 11,558,501 646,027 5.6 


Merchandising 
Chains—Food 9,453 1.8 
Chains—Other 83,651 6.7 
Dept. Stores 6,610 1.8 
Mail Order 38,201 4.9 





Total Merchandising 2,905,352 137,915 4.7 





Total Mfg. & Mdse...$14,463,853 $783,942 5.4 
D- Deficit, 


but of the marked expansion that took place in 
volume of sales. Likewise in the case of mer- 
chandising corporations, the profit margins of 
the food chains and other chains were slightly 
narrower last year, while those of department 
stores and mail-order houses were slightly 
wider. 


Thus, while the 1,490 manufacturing and 
trading corporations given in the large tabula- 
tion showed an increase of 49.7 per cent in 
actual dollar profits last year, the margin of 
profit of 390 of these same companies, whose 
combined sales aggregated $14,464,000,000 last 
year, rose only from 3.5 to 5.4 per cent. 

Some idea as to the amount of dollars and 
cents which these profit margins of the manu- 
facturer represent on typical commodities may 
be seen from the following table which gives 
an important product of some of the industries 
listed above, together with an average whole- 
sale price and the theoretical profit, calculated 
by applying the average percentage of profit 
on sales for the industry to the wholesale price. 
There is no method by which the “average 
profit” on any particular article made by an 
industry can be determined exactly, because of 
the differences that exist in type, size, quality, 
price, etc., of the same article, also the fact that 
most companies produce a number of different 
products and therefore the allocation of the 
various direct and overhead costs must be more 
or less arbitrary. The table will illustrate in an 
approximate way what the manufacturer re- 
ceives for the use and risk of capital invested 
in producing certain well-known goods: 


Estimated Average Profit on Sales of Typical Com- 
modities by Leading Manufacturing Corporations 


Commodity Whol. Mfr’s. 
Industry & Unit Price* Profit 


Automobiles Passenger car $529.000 $53.958 
Cotton Goods Gingham, yd. ..... 
Dairy Products Milk, “B” qt. ...... 
Drugs & Sundries Tooth paste, tube.. 
Elec. Equipment Bulb, 50 watt. ..... 
Household Goods Vacuum cleaner ... 
Iron & Steel Steel bars, gr. ton.. 
Liquors Whiskey, blend, pt. 
Meat Packing Beef, fresh, lb. .... 
Petroleum Gasoline, gal. 
Rubber Tires Balloon tire 

Shoes Shoes, men’s, pair.. 


* Exclusive of sales taxes. 


Many people who are not familiar with the 
financial details of business management do not 
realize how small a profit is left to the typical 
producer or distributor after all his expenses 
of doing business have been paid. The pro- 
ducers of automobiles had an exceptionally 
good year, with something near an average of 
$54 on each car, but the oil company made only 
3/10 of a cent on each gallon of gasoline and 
the rubber company 28 cents on a balloon tire. 
Of course the consumer pays the retail price 
and not the wholesale price listed above, 
and the spread between the two represents 
the “gross profits” of the distributor; but 
here again, the “net profit” after the pay- 
ment of all expenses is relatively small. The 
answer to the familiar question, “Where does 
the money go?” is that the major portion of 
it goes, directly or indirectly, to the labor 
engaged in production and distribution, a con- 
siderable portion goes for taxes and of the 
small percentage remaining as net profit, part 
is paid out in dividends and the undistributed 
balance is retained in the business to build up 
reserves and to provide for future growth. 

One of the most fundamental principles of 
business progress is to reduce costs by expand- 
ing volume and to keep the profit margin 
small, for this benefits everybody. More goods 
are produced and consumed, employment is 
increased and more wages are paid, more raw 
materials are purchased and more freight moves 
over the railways. The lower prices of finished 
goods increase the real purchasing power of 
every buyer, there is more dollar income upon 
which the government can levy taxes and the 
balance available to the shareholders and for 
corporate savings may also be increased. The 
narrow profit margins that are characteristic 
of practically every large and successful busi- 
ness organization bear testimony as to the ef- 
ficient functioning of the existing economic 
system, despite the many handicaps and re- 
straints under which it is laboring. Moreover, 
the competition going on within each industry 
and between different industries is constantly 
seeking means of lowering costs and thus is 
exerting steady pressure to keep the profit 
margins down. The fact that average profit 
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margins are so narrow—for example, 5.4 per 
cent for leading corporations last year—ex- 
plains why so many of the newly established 
concerns, and many of the older ones as well, 
are unable to compete and fall by the wayside 
each year. Note the following articles in 
this issue. 


The New Federal Tax Proposals 


The budget submitted by the President to 
the Congress in January was seriously affected 
by the Supreme Court decision on the proces- 
sing taxes and the passage of the Soldiers’ 
Adjusted Compensation Act, with the result 
that new proposals have been submitted, calcu- 
lated by the Treasury to produce about $620,- 
000,000 of new recurring revenues, and also 
about $170,000,000 annually for three years, or 
$790,000,000 for the year 1936-1937. These pro- 
posals include a radical revision of taxes on 
corporation incomes, basing taxes upon un- 
distributed income, and a provision that all 
taxable individual incomes shall pay the “nor- 
mal” tax, (now 4 per cent), on dividends from 
which they have been exempt. Readers should 
see newspapers for details, which are subject 
to change. 





Taxes Already Burdensome 


The natural response to a proposal for more 
taxes is that taxes already are very high. They 
have been so ever since we entered the Great 
War. Present taxes upon corporations, (12% 
to 15 per cent of net earnings, plus other 
levies) are heavy in themselves, and they are 
followed by surtaxes upon the same earnings 
when received by shareholders as dividends. 
And besides these there are sales-taxes of num- 
erous kinds, and the state and local taxes upon 
business and individuals, all at last a burden 
upon production and trade. The $620,000,000 
of new levies now proposed are spoken of as 
recurring indefinitely, and whereas the inci- 
dence of the processing levies was designed 
to be wide, the new ones are directed exclu- 
sively to the shareholders of corporations. 

It is true that the tax-payers, whether indi- 
viduals or corporations, do not bear the burden 
alone, and therein lies the fallacy of careless 
thinking that high taxes fall upon the rich, 
and “they can stand them.” Taxes have a way 
of reaching down to every one who buys any- 
thing or sells anything. They affect even the 
value of income from tax-exempt securities. 
There are no wages, salaries or values the pur- 
chasing power of which is not affected by 
taxation. 

The fundamental error in all arguments for 
taxes on a few, and all plans for arbitrary 
wealth-distribution, is that they disregard the 
interdependence of all parts of the economic 
system and the uncontrollable workings of 
economic law. Legislation can not interfere 
with the natural distribution of wealth with- 


out interfering with wealth-production, and 
drying up the springs. The price of capital 
for all uses is subject to the law of supply 
and demand, like the price of other things, as 
witness interest rates at present. The surest 
way to lower the price of capital is by permit- 
ting accumulations. 

Senator Borah, in his Chicago speech, gave 
warning that taxation is taking 2214 per cent 
of every dollar of the national income (a con- 
servative estimate at present), and he was not 
pleading for the rich. Wealth cannot be taken 
from useful industry and dissipated unpro- 
ductively without making every person poorer. 

The Presumption of Tax Evasion 

It may be assumed that the immediate 
objective is more revenues, but the arguments 
for the plan mention other considerations. One 
of the leading arguments is that large share- 
holders are able to cause the withholding of 
earned dividends, to the disadvantage not only 
of the Treasury, which is wanting revenues 
from them, but of the small shareholders who 
may need income from them. This discussion 
can deal only with aggregates and general prin- 
ciples. Herewith is given a table compiled from 
the Treasury Statistics of Income, including 


: all corporations operated for profit, and ex- 


tending over a period of thirteen years, down 
to the latest official figures. Although con- 
densed, it supplies the principal facts. The 
first column shows gross income from all 
sources; the second, net income from the year’s 
operations before interest payments or taxes; 
after these all taxes paid, balance of net income 
available for dividends, the dividends paid, re- 
mainder undistributed, and finally, the profit 
percentage in the year’s gross income. 


All Corporations in the United States 
(00,000,000 Omitted) 
Gross Net Total Bal. Divi- Undis- %Net 
In- Oper. Taxes Net dends trib. 
Year come Inc. Paid Inc.* Paid§ Ine. 
» $914 $53 $ 2,2 $—0,0 $ 2,7¢ $—2,7 
101,3 8 2,3 4,4 
119,0 
119,7 
134.8 
142,6 
144,9 
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* Balance of net income after interest and taxes ex- 
cludes intercorporate dividends received. Interest paid 
averaged about $4,000,000,000 per year and may be 
determined for any year by deducting the balance of 
net income, plus taxes, from the net operating income. 
§ Cash dividends only; does not include intercorporate 
dividends or stock dividends paid. ¢ Partly estimated. 


A comparison of “Balance of Net Income,” 
“Dividends Paid,” and “Undistributed Net In- 
come,” will show that in these years dividends 
were the most stable factor of the three. 





Dividends were paid in 1921, although there 
was no net income, and in the last three years 
when there were none, and were increased in 
every year but 1924, until 1930. Although net 
income was up and down, and went from $8,- 
100,000,000 in 1929 to a minus $5,400,000,000 
three years later, dividends were comparatively 
steady until the big depression began, when 
they were reduced gradually. In the thirteen 
years, dividends aggregated $50,700,000,000 
against $41,000,000,000 of final net income. 
Thus all of the undistributed net income of nine 
years was wiped out by the deficits of four 
years and $9,700,000,000 of previously accumu- 
lated surplus or capital was wiped out also. 

Does this record justify the charge that 
dividends were wrongfully withheld? No 
official figures for corporation earnings in 1934 
have been published, but other figures have 
indicated that it was another deficit year. 

This table explains the policy commonly 
followed by the directors of corporations— 
and by managers of unincorporated business 
as well—of not distributing all of the profits 
of any normal year. Business fluctuates in 
volume and in profits, emergencies occur, and 
experience has taught the importance of re- 
serves. Without them a business might be 
wrecked, its career ended, the capital lost, with 
employes and all dependents set adrift. Thou- 
. sands of business men, partnerships and cor- 


porations meet this fate in every depression. 
This is not a matter in which shareholders 


alone are concerned. Recurring periods of 
depressions are a feature of business life; 
caused by various happenings which disturb 
the complex relations. At such a time every 
bankruptcy makes for others, and business 
management has an obligation to take proper 
precautions for limiting the scope and intensity 
of the storm. It would be well if every unit 
in the business world, down to the head of each 
household, would practice the policy of build- 
ing up reserves. The latest Federal bank 
act provides that National banks before pay- 
ing dividends shall carry at least 10 per cent 
of yearly net earnings to surplus, until this 
fund equals common stock capital. The laws 
of many states have similar provisions for 
State banks, or forbidding the payment of 
dividends when capital is impaired, which 
might easily happen if no cushion reserves 
existed. Furthermore, it is a common condi- 
tion of corporate bond issues that a certain 
ratio of current assets to current liabilities 
shall be maintained, and that dividends shall 
not be paid when this ratio is not maintained. 
Such provisions are proof of the common 
judgment that reserves should be maintained 
to assure stability. While the proposed policy 
would not prohibit reserves, it would dis- 
courage their accumulation and reduce them 
by heavy taxation. 
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The Interstate Commerce Commission re- 
cently has frankly said that possibly a mistake 
had been made by not permitting the railroad 
companies to make a little more money in the 
past, at the same time requiring them to pay 
the increase of earnings into sinking funds 
for the retirement of debt. The benefits of 
such a policy would inure to the public as bor- 
rowed capital was reduced and charges were 
limited accordingly. Is it wise national policy 
to tax a debtor for payments on his debts or 
to do so with some and not with others? 


A New Equality Theory 


The advocates of this measure have evolved 
a strange “equality” theory to justify it. They 
insist that all net earnings should be taxed 
the same whether paid out as dividends for 
private uses or retained for corporation uses. 
It is argued that if the corporation needs more 
capital it should ask the shareholders to sub- 
scribe it, or invite the public to do so. If earn- 
ings are paid out as dividends these are to be 
taxed at the normal and surtax rates, and to 
this extent obviously cannot be used to buy 
more stock, and other capital must be found 
to replace it, probably with costs to the cor- 
poration. If earnings are retained, a tax must 
be paid by the corporation, and its resources 
depleted to that extent. Whether or not new 
capital can be raised, and what it will cost, 
will depend upon various conditions at the 
time; and, as we have seen, the plight of the 
corporation might be critical, particularly if 
many corporations should have similar prob- 
lems at the same time. Reserves are for any 
or all emergencies. Without them directors, 
chosen by the shareholders to manage the 
business, might be helpless to protect it. 

The fundamental fallacy of the “equality” 
concept is that the two things to be made equal 
are so unlike and so different in their bearing 
upon community interests, that no basis exists 
for calculating their relative usefulness. When 
a corporation pays dividends, it parts with so 
much of its resources; they have gone out of 
the business, which is rendering services to 
the public. On the other hand, when paid out 
as dividends, the payments go to individuals, 
for such uses as they may choose. They may, 
indeed, return this purchasing power to a pro- 
ductive use, or they may choose to consume it. 

It is an obvious truth that as to the use of 
income the public may be divided into two 
classes, viz: (1) those who think of it as some- 
thing to spend for immediate use or gratifica- 
tion; and (2) those who save for future wants 
or have an innate desire to use it productively 
or constructively. 

The conception of undistributed corporation 
income as “withheld” from use, congested and 
idle, is erroneous. On the contrary, it is used 
in industry with more certain benefits to the 
public than if disbursed to shareholders. 
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This, of course, is not in disparagement of all 
consumption, for ultimately all production is 
to serve consumption, and all improvements 
in industry are to serve it more abundantly; 
but all of the gains to human welfare by eco- 
nomic efforts have come from devoting a por- 
tion of income to capital for increasing produc- 
tion, instead of consuming all. The difference 
between social conditions, now and when Brit- 
ish immigrants indentured themselves to serve 
four to seven years for the payment of passage 
to America, has mainly resulted from the in- 
creased productivity of labor; working much 
shorter hours but with the aid of capital and 
the specialized organization of the economic 
system. It has been accomplished by finding 
better ways of doing things, and by the use of 
better tools and power-driven machinery. And, 
happily, the end is not yet; this is the basis of 
hope for the future. The capital equipment 


now in use is fast becoming obsolete by the 
advance of science and invention. New capital 
is more needed now than ever before, after the 
idleness in the capital goods industries for 
nearly five years. The greatest unemployment 
today is in capital goods industries, and the 
greatest need for employment is there. 


The Distribution of Benefits 


What becomes of the benefits from the in- 
creasing productivity of the industries? Who 
gets them? The answer appears in the last 
column of the preceding table, showing the per- 
centage of net income to gross income for all 
corporations, according to Treasury reports. 
In only one of these years did the aggregate 
net income exceed 5 per cent of the aggregate 
gross receipts. The average for the period was 
2.6 per cent, which means that 97.4 per cent 
of the total was distributed as costs—chiefly in 
wages. Nearly all costs are wages in final 
analysis. Even returns upon capital invest- 
ment in buildings or equipment are in com- 
pensation or reimbursement of wages paid in 
their construction. 

See also the preceding article on profits in 
1935. Even these profit percentages exag- 
gerate the ownership-share of values created 
in industry, for they include the earnings 
on undistributed net income, which are divided 
in like proportions, viz.: about 5 per cent to 
ownership and 95 per cent to wages and the 
public. Nor is this all: for reference should 
be made to the calculation of Professor Fred- 
erick C. Mills, of Columbia University, here- 
tofore given, that in the thirty years 1899-1929 
the per capita production of wage-earners em- 
ployed in the manufacturing industries in- 
creased by approximately 90 per cent and is 
constantly increasing.* Again, it may be men- 
tioned that this was notwithstanding a general 

* See “Economic Tendencies,” pp. 26, 192, 291; pub- 


lished by National Bureau of Economic Research, Inc., 
1932; also this Letter, November, 1935, p. 176. 


reduction of working-time from 10 hours to 8, 
and that the production was as readily sold as 
was the smaller production of earlier years. 

Society can have no real grievance on ac- 
count of the income of capital or leadership 
that is producing results like these. The only 
just criticism is of the wasteful use of wealth 
in private display and dissipation; and this 
illustrates the fallacy of the “equality” theory, 
which places the same social value upon in- 
come disbursed for individual uses and income 
retained for industrial uses. 


Growth of the Automotive Industries 

The probable effects of this new theory of 
equality upon industrial development may be 
judged by experience. Development is a prod- 
uct of new ideas, but although research and 
invention supply these, equipment, working 
capital and a back-log are required to make a 
new idea self-supporting. Capital is not easily 
found for a new idea, for the well known rea- 
son that so many new ideas fail to “pan out” 
that it is almost an axiom among careful in- 
vestors to “keep out of new things, patent 
rights especially.” 

Our readers are familiar with the story of 
the Ford Motor Company, organized in 1903 
with a nominal capital of $100,000, of which 
Mr. Ford received a one-quarter interest and 
$28,000 of stock was sold, and of how, out of 
his share of the earnings he gradually increased 
his interest to 51 per cent by 1906, and event- 
ually—after it had become a giant, owning 
great properties built up out of the earnings— 
acquired the remainder at a cost of something 
more than $75,000,000. 

This tells how the Ford Motor Company was 
built up, and suggests the question how it ever 
could have been built up with Henry Ford in 
control, if this “equality” theory had been in 
effect? Possibly the money might have been 
eventually obtained by raising it in the mar- 
ket, but would it have remained under the con- 
trol of its creator, and without that who knows 
what would have become of it? Moreover, it 
is an open secret that the Ford Motor Com- 
pany has passed through more than one crisis 
so serious that this equality plan might have 
wrecked it, or changed the control. Even if 
financed in its prosperous growth by paying 
dividends and using them for stock subscrip- 
tions after paying heavy taxes, how much 
would the country have gained by taking earn- 
ings from Henry Ford to be expended by the 
Congress? 

The vast income of the Ford Motor Com- 
pany, except for negligible portions, has been 
used for the conduct of the business, to im- 
prove and cheapen the product and enlarge the 
production. It paid higher wages than were 
current generally in industry—so much so that 
it was accused of disturbing the “labor mar- 
ket”— but was enabled to do so by improve- 
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ments in methods, which reduced the labor- 
costs per car. The new automotive industry 
created such a demand for labor that it in- 
fluenced upward the entire wage level of the 
country. If any one asks why it did not pay 
still higher wages, the answer is obvious: the 
gains to all the wage-workers of this country 
have been greater by having the profits used 
to develop the industry and enlarge employ- 
ment than they could have been if the profits 
had been divided among a small, select, group 
that might have held a monopoly of the in- 
dustry’s employment,—not to speak of the 
difference to the public in the quality and 
price of cars with production limited by higher 
costs and prices. The industry has been made 
what it is by bringing the price within the 
reach of millions. The answer to the argument 
for taking the profits by discriminatory taxa- 
tion is the same. 

The entire automotive industry has been 
built up to its position of leadership in the in- 
dustries, and as a maker of employment in 
many industries, in like manner. Mr. Lawrence 
H. Seltzer, in his history of the automobile in- 
dustry, has given a table showing the capital 
assets of eight of the leading companies in 
1926, (since, of course, largely increased), and 
the amount supplied by net earnings, as 


follows: 
Tangible Net Aggregate 
Company Invested Capital Reinvested Profits 
Ford Motor $ 694,384,502 $ 694,344,502 
General Motors 593,107,999 306,221,101 
Dodge Bros, cecccccscess 114,978,609 101,728,609 
Studebaker 99,226,556 71,797,967 
Packard Motor 46,390,943 45,990,944 
Hudson Motor 43,078,016 42,748,026 
Nash Motors 38,563,350 32,227,499 
27,993,424 27,693,424 


$1,657,723,399 $1,322,752,071 


Thus approximately four-fifths of the capital 
equipment of these corporations in 1926 had 
been earned in the business. The automobile 
industry started almost without capital, and 
with investors and bankers skeptical towards 
it; which is the common history of all the in- 
dustries. They have had to make their way 
and demonstrate their worth before capital 
was obtainable outside. The public sup- 
plied the capital by buying the goods it 
wanted, and has gained far more from the in- 
dustries than proprietors have profited. 

That, on the whole, the laws of the Universe 
have been very well planned is generally con- 
ceded, notwithstanding some criticism, but in 
the scheme of things no provision has been 
made for uniformity or equality in the natural 
endowments of human beings, and many seem- 
ing inequalities have resulted in consequence. 
Great diversity of tastes and talents exists, 
and no equality yardstick has been devised for 
measuring them economically but the yard- 
stick of the market place. The consuming pub- 


lic is the arbiter of market values and its de- 
cisions govern production and trade. 


The Value of Leadership in Industry 


The value-relations of personal services as 
rated by the public are very complex and have 
a wide range. The individuals whose heads 
have appeared above the common level have 
been exceptional men, rising from all ranks 
and classes—“specialists” of many kinds: en- 
gineers and experts, discoverers, pathfinders, 
originators, demonstrators, explorers, guides 
and leaders on all frontiers of knowledge. 
Compensation is based upon individual achieve- 
ments, or demonstrated ability for the work 
in hand. Their work is to make the new 
knowledge of practical use to all the people, 
increasing the efficiency of the industries, en- 
larging the capacities of the people, and rais- 
ing the standard of living. What are such 
services worth? 

Society needs to make all possible use of 
individuals of this type. The fortunes made 
by them, or by others who have aided them, 
have consisted of wealth that had not existed 
until it took form in the industries which they 
had created, and it had to be there in order 
that the new services might be rendered to 
the public. How could automobiles, imple- 
ments, railroad service, steam power and elec- 
tric current, shoe and textile equipment, etc., 
etc., be produced, and at present prices, with- 
out the great plants that do it, and that have 
been reconstructed over and over again? 

Taxation is necessary for the support of 
government, but why make it discriminatory 
—designedly suppressive—upon the leaders of 
economic and social development—taking from 
them the very means, of their own creation, 
by which they do their work? 

Incidentally, the reader may recall a table 
in the last month’s number of this Letter, 
showing that, in the thirteen years from 1921 
to 1933, for every dollar that the manufactur- 
ing corporations paid to their shareholders 
for the use and risk of their capital, 52 cents 
was paid for Federal and local taxes, and in 
addition the shareholders paid surtaxes on the 
dividends received. Moreover, these were 
former taxes ; higher ones are proposed and still 
higher talked about. And these are the manu- 
facturing industries which in thirty years in- 
creased their productivity an average of 90 per 
cent for each worker employed, and rendered 
their services for a three per cent share of the 
product! 

Appeals have been made to the business 
men of the country to create more employ- 
ment and it has been said that unless they hire 
more persons from the relief rolls more taxes 
will have to be added to the ones now pro- 
posed, and indebtedness piled higher; but how 
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can wages, taxes or debts be paid by business 
men without profits in business? 


Is It Necessary to Increase Taxation? 


And, finally, is it necessary to increase taxa- 
tion? The relief message asks for $1,500,000,- 
000 for relief, and states that with unexpended 
funds now available this will make a total of 
$3,100,000,000; but warns that this sum will 
be insufficient unless employment increases, 
and that if relief expenditures should reach 
$3,600,000,000 they would about equal this 
year’s expenditures for that purpose. 

There is agreement that the Federal Govern- 
ment must give substantial aid to State and 
local Governments in dealing with this prob- 
lem; but in view of the increase of industrial 
activity in the last year, is it surely true that 
no reduction of these expenditures is possible? 

Moreover, there is a firmly held opinion, 
entitled to respect, that the state of unemploy- 
ment causing these expenditures is unneces- 
sary, but results from maladjustments in in- 
dustrial relations that might be readily cor- 
rected to the great advantage of all parties 
concerned. Although the Government can not 
assume authority in such matters, the action of 
the President in urging cooperation between 
railroad companies and their employes for the 
accomplishment of economies in transporta- 
tion has hearty commendation, and there are 
hopes that helpful results will be secured. 
Recognition of the menace in the railroad 
situation, and of the danger that this and other 
controversies may delay employment recovery 
indefinitely, is an urgent reason for economy in 
public expenditures. Recovery to normal busi- 
ness and normal employment cannot occur 
while grave obstacles to trade exist, for trade 
is the basis of business and employment. This 
phase of the subject is discussed at length in 
the following article, “Wealth and Its Distribu- 


4 ” 
tion. In Conclusion 


In conclusion, further emphasis may be given 
to the showing of the first table, which gives 
the record of the industries over thirteen years, 
of varying activity, from the normal stage 
upward to peak prosperity and downward to 
deep depression. What would have been the 
situation of these industries in 1930 and follow- 
ing years, if corporation reserves had been 
depleted or inadequate? How could they have 
maintained even skeleton organizations in the 
face of continuing losses? Who would have 
bought the bonds of a manufacturing corpora- 
tion that had no surplus, whose stock was sell- 
ing at a small fraction of its nominal value, 
and that was showing a current deficit; or how 
long would banks have been justified in financ- 
ing it with depositors’ money? Most serious 
of all, what would have happened to employ- 
ment? Is it not fair to say that the great con- 
structive work of carrying the country through 


the depression was performed by the corpora- 
tions which prudently had buttressed them- 
selves with adequate reserves? The table shows 
that in three years they ran behind (including 
interest and taxes) $10,900,000,000 on current 
operations, and in addition paid out $8,900,- 
000,000 in dividends in consideration for share- 
holders—a total disbursement of $19,800,000,- 
000, all giving support to a strained situation. 
We repeat: What might have been the state 
of the country without these reserves? 


Wealth and Its Distribution 


The preceding article, upon taxation, may be 
included with this, the ninth article of the 
series under the above heading. The series 
has sought to emphasize the fact that the 
economic system as it exists today is the out- 
growth of the familiar practice of exchanging 
services, known since primitive times. In prin- 
ciple it is very simple, but it has grown in- 
creasingly complex, by reason of the very 
developments that have made it increasingly 
serviceable. 

The system is built upon cooperation. It is 
a network of exchange relations, i.e., buying 
and selling. The numerous groups all sell to 
each other and can have no other market; the 
buying power of each depends upon what it has 
for sale and the buying power of the others; 
the compensation of each comes in the services 
of the others. Thus all are interdependent in 
every sense and must prosper or suffer to- 
gether—as illness in any of the vital organs 
of the human body affects the others and lowers 
the vitality of the entire bodily system. The 
weakness of the economic system is in the 
general lack of consciousness of this inter- 
dependence. 

Distribution and employment depend upon 
the flow of trade, and the flow depends upon 
proportionate purchasing power in the various 
parts: in other words, balanced relations in the 
exchanges. If the exchanges fall into disorder 
the flow slows down and “depression” ensues. 


These truths are as certain as that two and 
two make four. All depressions have had their 
origins in unbalanced trade, whatever may 
have been the cause of that. It is fundamental 
to the system that the working population shall 
be distributed in the various occupations, as 
required to perform their differing services, 
and the services must pay for each other in the 
exchanges. 

However, changes in methods of production 
and in the wants of consumers are constantly 
occurring, and requiring readjustments in pro- 
duction, and therefore changes in employment. 
These are elements of instability in any free 
and progressive system, for without changes 
and readjustments there could be neither free- 
dom, nor progress; nothing but slavery to fixed 
conditions. It is not a valid criticism of the eco- 








nomic system to say that changes occur in it, 
or even that they cause disturbances. 
Improvements in industry that occur in nor- 
mal times usually take place so gradually that 
readjustments are readily made and the bene- 
ficial effects more than compensate for inci- 
dental disorders; but this is not so of violent 
changes caused by a great war. These have 
incalculable effects, while improvements in in- 
dustry reducing production-costs release new 
purchasing power to maintain employment. 


The Coal Industry 


The coal industry is an example of indus- 
tries that have suffered most in the depression, 
and evidently its troubles have been aggra- 
vated by the World War. In Great Britain 
coal-mining has been the industry suffering 
most from unemployment. Several strikes, in- 
volving heavy costs, have occurred since the 
War, and another has been recently averted 
by a compromise settlement. An informed ob- 
server has summarized the situation in the 
London Times as follows: 


The output of coal is about 70 per cent of the output 
in 1913. The decline has come about from various 
causes, among them being fuel economy, displacement 
of the use of raw coal by oil, electricity, gas, internal 
combustion motors, and water power; and a lessened 
export trade due to loss of markets owing to the last 
coal and general strikes, to a reduced world demand, 
to an increased non-British production and use of 
coal and other sources of light, heat, and power, and 
to the growth of economic nationalism. 

This fails to mention one cause of unem- 
ployment, viz: the extended use of coal-cutting 
machines. In 1913, 24,400,000 tons were mined 
by the machines, in a total of 287,400,000, or 
about 8.5 per cent; in 1934 the amount so 
mined was 103,700,000 tons in a total of 227,- 
700,000, or 45.5 per cent. 

That part of the total decline resulting from 
loss of foreign markets, not only for coal but 
for industrial exports, is part of the cost of 
the war and the resulting trade disorder. In 
fuel economy the outstanding item is a reduc- 
tion of approximately one-half the coal used 
to produce each unit of electricity (mainly due 
to the steam-turbine engine and pulverized 
coal) ; lesser economies were accomplished in 
other steam production; the economies in min- 
ing and steam-making were stimulated by ef- 
forts to lower the increase of industrial costs 
resulting from the War. 

The loss of 30 per cent in sales volume was 
a heavy blow to both operators and employes. 
It caused price-cutting, which is often attrib- 
uted to “greed,” but every manager desires to 
hold both his customer and his working force. 

In 1930 a national coal “control” act was 
passed, limiting competition by price-cutting 
and wage-cutting, and including authority for 
the Coal Commission to raise the price of coal 
to public utilities, without raising it to other 
consumers. After five years of this act the 
country faced another strike three months ago. 
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The public utility companies were alarmed, and 
after a conference issued a statement, from 
which the following extract is taken: 


The conjoint conference represents the gas, water, 
and electricity interests of this country, and through 
its members, consumes approximately 30,000,000 tons 
of coal per annum. An increase in the standard of 
living of the mineworker is earnestly to be hoped for, 
and if an increase in miners’ wages necessitates a 
temporary increase in the price of coal no cbjection 
should be raised, provided that such increase were 
made to all users of coal. 

The mischief of the present position can be largely 
found in the provisions of Part I. of the Coal Mines 
Act, 1930, the underlying principle of which is to keep 
alive all coal mines, whether high cost or low cost, 
efficient or inefficient, by means of an intricate and 
artificial system of standard tonnages, quotas, and 
minimum prices, with the avowed object of increasing 
the price of coal rather than of decreasing the cost of 
production. 


It appears to have been overlooked that one of the 
fundamental principles of business is that the demand 
for a commodity diminishes with every increase in its 
cost; it may be stimulated by a reduction in price, but 
will certainly be checked by an increase. 

The exporting interests, especially iron, steel 
and shipbuilding, protested that any increase 
in the price of coal would reduce export bus- 
iness and cause unemployment. The coal opera- 
tors said it would reduce coal exports and 
increase unemployment in the coal industry. 
They stated that distress in the industry was 
not because of low wage-rates, which in rela- 
tion to living-costs and working-time were 
higher than ever before, but that earnings were 
curtailed by short-time and the practice of 
“spreading” the work. 

A compromise was reached by allowing a 
wage-advance and appealing to consumers to 
accept higher prices for coal, including existing 
contracts. Public opinion was strong for the 
settlement, but higher prices for coal will 
raise all prices, and whether or not this is a 
solution of the problem depends upon the 
effect upon coal-consumption and employment. 

The economies achieved in coal would be 
cause for rejoicing but for the distress and 
losses suffered in the industry. They are great 
enough, (if devoted to this purpose) to cover 
the cost of transferring the surplus miners to 
other employments, which is the only real solu- 
tion. The miners who are needed in the in- 
dustry should be adequately paid; those who 
are not needed should not be a charge upon the 
industry, to which they no longer render ser- 
vice. They should be provided for as a 
general social charge, until they can be ab- 
sorbed into other employments. Coal should 
be sold without this burden, and the result 
of lower costs and prices would be to re- 
lease equal purchasing power to the other 
industries, thereby enabling them to increase 
their activities, and thus absorb the unem- 
ployed. With this accomplished, the coal prob- 
lem would be solved through the coal econo- 
mies and by the restoration of balanced 
relations in the industries. Less labor is now 
needed in mining coal and more labor would 
be needed in other industries if coal were 
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cheaper. Furthermore, the enlarged production 
of finished goods would be net gain to the 
country and raise the standard of living. There 
should be no loss to society by improvements 
in industry, but always gain. 

In times when business is normal and con- 
fident, a readjustment of this kind would be 
much less difficult, but the general state of 
disorganization and confusion in the business 
world obviously has been an obstacle. The dis- 
orders in coal have been only a part of the 
complication of disorders resulting from the 
war. They are not chargeable to the economic 
system, but to disregard of economic law. 


Coal in the United States 


The coal situation in this country is similar 
to that in Great Britain. The industry con- 
fessedly is on an uneconomical basis, having 
been over-expanded in the war time. The 
fundamental difficulties have been: too many 
mines, too many miners and too much wasted 
time. For relief from these, resort is had to a 
“control” system apparently like the British 
system, with quotas for mines and miners, 
higher prices and wages. Apparently the idea 
is that the industry, instead of adjusting itself 
to changed conditions shall be stabilized upon 
the present uneconomical basis, with the costs 
charged into the price of coal. The avowed 
objective of the miners is the six-hour day and 
five day week. The natural result of this loss 
of purchasing power will be more unemploy- 
ment to other industries. 


In the annual report of the Pittsburg Coal 
Company, which produced 10,912,000 tons of 
coal in 1935, with a loss of $691,320, Mr. Alan 
M. Scaife, Chairman, says: 

More and more we are reminded that while one 
product or one industry may be hedged in by regula- 
tions or conditions affecting its production costs, 
competitive products not subject to such hampering 
influences benefit at the expense of the regulated in- 
dustry. A vicious circle is thereby created which calls 
for more regulation of the industry in question to 
compensate for the unsatisfactory showing it has 
made and for its inability to support satisfactory 
earnings for the workers dependent on it. 

The above relates to bituminous coal. The 
conditions as to anthracite are similar, but even 
more depressing. Wages were lifted about ten 
years ago to 10 per cent above the war peak, 
and are approximately 170 per cent above the 
1913 level, with living costs up but 40 per cent, 
and resulting from wage-increases in other 
industries. Wage agreements expire today, 
and a new scale is under discussion. The miners 
have joined their bituminous brethren in the 
demand for the six-hour day, five-day week and 
higher rates of pay. We are discussing wages 
only as they have bearing upon the balance 
between all industries, which is necessary to 
normal employment and general prosperity. 
The peak for anthracite was 89,000,000 tons in 
1917; in 1923 it was 85,000,000, from which it 
declined continuously to 46,584,000 in 1933, but 


recovered to about 48,000,000 in 1935. In former 
years the number of miners employed was 
about 160,000, which had dropped to 106,000 in 
1934, working shorter time, while the total 
payroll had dropped from $466,000,000 to $235,- 
000,000. These figures seem to show the effects 
of coal costs and prices upon consumption. 
Saward’s Journal, a well known coal paper, in 
its issue of February 8, commenting upon the 
anthracite situation and sentiment in the min- 
ing region, said: 

The local viewpoint seems to be that somebody 
should be compelled to buy the immense store of 
splendid fuel buried by nature in the hills of Central 
Pennsylvania—that the Government should buy it up 
and distribute it—that some legislative means should 
be found to compel operators to resume operation of 
abandoned mines, thereby assuring the employment 
of tens of thousands of idle workers and the payment 
of additional hundreds of millions of dollars in an- 
nual wages. 

There seems to be a general disregard of the ex- 
istence and the stern rule of the industry’s forgotten 
boss—The American fuel consumer. 

He’s “taking a walk”—walking out on Anthracite. 
And the loss of markets, the closing of collieries, 
financial collapse of many producing companies, un- 
employment and all of the human suffering that fol- 
lowed in the wake of these happenings is attributable 
to the mass action of the American fuel consumer. 

The new coal control act does not apply to 
anthracite, but what could the National Coal 
Commission do for it, in view of the attitude 
of consumers? Compare the policy of the coal 
act with the policy that has directed the auto- 
mobile industry. Balance, not force or authority, 
governs in economic relations! 

The outstanding lesson to be had from coal 
history is that no group or combination can 
raise its own charges above the level of reci- 
procal trade without losing more by unemploy- 
ment than it gains by the nominal increase. 
This is the law of reciprocal relations, fixed in 
the very nature of things. 


Other Controls in Waiting 


In the background, other organizations simi- 
lar to the national bituminous coal control evi- 
dently are in waiting. The railroad employes 
and textile unions have declared for the 30-hour 
week, with hourly wages high enough to com- 
pensate for the shorter time. The plan of each 
one is to raise wages and prices by restrictions 
upon production, unmindful of the necessity 
for balanced relations between the industries. 
Apparent surpluses result from unbalanced 
production or unbalanced prices, usually both, 
and may be caused by mistaken efforts on the 
part of one or more industrial groups to raise 
wages or prices for their own benefit without 
taking account of the effects upon consumers. 

The control system by industries is the guild 
system of the Middle Ages over again, the 
theory of which was that each guild should 
have complete control in its own field. In their 
early history the guilds played a useful part in 
the development of craftsmanship, under the 
seven year apprentice system, and in the 
struggle against patrician monopolies; but after 
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they had obtained control for themselves, the 
question naturally arose, who should control 
the guilds, or arbitrate between them? As 
early as 1437 a British statute was promulgated 
against “unlawful and unreasonable ordi- 
nances” made by the guilds “for their singular 
profit and to the common hurt and damage of 
the people.” The dissatisfaction of appren- 
tices with long terms of low paid service, and 
finally the advent of steam-power, broke up 
guild monopoly and inaugurated the regime 
of free industry, with a rise in the position 
of the wage-working class never before ap- 
proached. 
Agricultural Outlook 

The A.A.A. seems to be falling in with the 
guild idea, which raises a question, i.e., “how 
will agriculture fare in a system of guild 
control?” 

We referred two months ago to a statement 
by Dr. Ezekiel, of Department of Agriculture, 
that 60 per cent of our present farm population 
could supply the country’s total needs for farm 
products, and to the statement of Professor 
Tugwell that in view of the declining birth rate 
and the nation’s attitude toward immigration, 
probably no increase of farm acreage will be 
required in the future. To these may be added 
statements by Dr. O. E. Baker, Senior Econo- 
mist of the Bureau of Agricultural Economics, 
summarized as follows: (1) that the population 
of the United States probably will cease to 
increase by 1950 or soon after, and then decline, 
but is not likely to vary more than 10 or 12 
per cent in the next third to half century; (2) 
that one-half of the farmers now produce about 
88 per cent of all farm products that leave the 
farms, and could easily produce the other 12 
per cent; (3) that the birth rate of the city 
populations is not high enough to maintain 
those populations without accessions from out- 
side, but the birth rate on the farms is about 
twice as high, and a surplus of young people 
not needed on the farms is being “backed-up” 
there “at the rate of nearly 1,000,000 per year.” 

This information from the Department of 
Agriculture is very suggestive. What does it 
mean as to the future of young people on the 
farms? How can the desired “parity” of farm 
incomes to urban incomes be maintained, if 
the farm population grows and urban popu- 
lation declines? If farm efficiency increases, 
the situation will be more difficult: and if the 
increasing surplus of farm products shall be 
restricted by subsidies not to produce, the 


situation will be deplorably uneconomical, the 
cause of the waste of human capacity. 

Dr. Baker shrinks from the conclusion that 
rural migration to the cities must be resumed, 
urging that the result will be “race suicide,” 
but he admits that, in view of the circum- 
stances, increased numbers in agriculture must 
depress that industry. He names another al- 
ternative, to-wit: a decentralization of the 
urban industries that will make possible an 
intermingling of rural and urban employments, 
an idea to which Mr. Henry Ford has given 
some demonstration. There is the probability 
that the science of Chemistry may develop 
new industrial materials from farm products. 
These possibilities are promising, but not yet 
realities, and from every viewpoint the out- 
standing fact is that all of the industries are 
interdependent in high degree, and that har- 
monious relations between them are necessary 
to the common welfare. 


The Basis of Social Progress 

To sum up: If any one desires to live an 
independent life, there still are remote places 
where he can have it, in the enjoyment of only 
such “desirable things” as he can win from 
nature with his own hands; but if he wants to 
live in organized society, with the services of 
railroads, automobiles, electricity, printing, 
mechanized equipment, specialized skill, medi- 
cal and surgical science—or to enjoy other ad- 
vantages and benefits of modern life—he must 
join the organization that provides them, and 
conform to the conditions that necessarily ap- 
ply. The all-important condition is cooperation 
in the maintenance of orderly exchanges. 

The conditions in agriculture and coal-min- 
ing illustrate the results of confusion in ex- 
change relations. Reciprocal relations require 
continuing adjustments to suit the ever chang- 
ing conditions. Any rigid system for controlling 
the various branches of industry independently, 
and without relations to each other, must re- 
duce the volume of the exchanges, and cause 
greater instability than occurs under flexible 
relations—and of course, more unemployment. 

The several groups of industries cannot pros- 
per by efforts to exploit each other or heed- 
less efforts to advance themselves regardless 
of effects on others; but only by acting to- 
gether as members of one organization, and 
by the unity and prosperity of the whole. 
Maladjustments between them lead to mis- 
understandings, dissensions, strife, violence 
and mutual injuries, reducing the efficiency of 
the whole. 
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Condensed Statement of Condition as of March 4, 1936 
INCLUDING DOMESTIC AND FOREIGN BRANCHES 


Cash and Due from Banks and Bankers $484,647,497.06 
United States Government Obligations (Direct or Fully Guaranteed) 498, 767,781.29 
State and Municipal Bonds 111,443,448.54 
Other Bonds and Securities 108,321,920.39 
Loans, Discounts and Bankers’ Acceptances 575,902,794.96 
Customers’ Liability Account of Acceptances 27,908 ,337.04 
Stock in Federal Reserve Bank 4,725,000.00 
Ownership of International Banking Corporation 8,000,000.00 
Bank Premises 53,921,320.58 
Other Assets 4,491 ,443.00 


$1,878, 129,542.86 











$1,650, 147,302.18 
pentits as Acceptor, Endorser or Maker on Acceptances and Bills. . .$62,749,120.52 
Less: Own Acceptances in Portfolio 18,489,905.30 44,259,215.22 
Items in Transit with Branches 2,609,508.16 
Reserves for: 
Unearned Discount and Other Unearned Income 3,472,828.19 
Interest, Taxes, Other Accrued Expenses, etc 5,408, 146.94 
Federal Deposit Insurance 616,054.01 
Preferred Stock Dividend 1,763,605.00 
Common Stock Dividend 1,033,333.34 
Preferred Stock Retirement Fund 375,000.00 
Capital 
$50,000,000.00 
77,500,000.00 
30,000,000.00 
10,944,549.82 $168,444,549.82 


$1,878, 129,542.86 











Figures of Foreign Branches are as of February 25, 1936 

United States Government Obligations and other securities carried at $113,561,309.98 in the foregoing 

statement are deposited to secure public and trust deposits and for other purposes required by law. 
(Member Federal Deposit Insurance Corporation) 
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Cash and Due from Banks $30,790,788.85 
Loans and Advances 9,075,699.55 
United States Government Obligations (Direct or Fully Guaranteed) 31,015,098.15 
Other Bonds, Mortgages and Securities 18,377,527.82 
Stockin Federal Reserve Bank ,000.00 
Bank Premises 4,552,362.19 
Other Assets 2,129,612.46 


$96,541,089.02 


$72,358,056.12 
1,210,020.57 


__2,973,012.33 
$96,541,089.02 
United States Government Obligations and other securities carried at $1,516,171. 37 in the 


foregoing statement are deposited with public authorities for purposes required by law. 
(Member Federal Deposit Insurance Corporation) 
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